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INFLUENCE OF THE TRUST IN THE DEVEL- 
OPMENT OF UNDERTAKING GENIUS. 



BY PROFESSOR SIDNEY SHERWOOD. 



In a previous article x I attempted to show how orga- 
nization on a larger scale and of a more complex charac- 
ter was becoming more and more the necessary condi- 
tion of successful enterprise. The effective anticipa- 
tion of wants in a more remote future, which is a 
characteristic of present day civilization, calls for such 
an arrangement of the productive forces that the pro- 
cess of production shall go steadily forward turning out 
each year the desired stream of specific goods. But 
this future demand, while more clearly foreseen than 
formerly, is yet subject to change and hence the pro- 
ducer's plans must have a considerable amount of 
elasticity. A large premium is thus placed upon fore- 
sight in the anticipation of demand and in preparation 
to meet that demand. 

Again, the area of demand and supply has been 
widely extended. The market has grown world-wide. 
This is due in part to cheap and rapid transportation, 
in part to better knowledge by different nations of each 
other, in part to the extension of foreign trade, in part 
to that modern tendency to empire-building which has 
brought wider areas under a community of law and ad- 
ministration. These facts have placed a high premium 
on broad and deep intelligence in the entrepreneur. 
He must know the larger market — what its demands 
are and what are its sources of supply. He must 

"'The Function of the Undertaker," Yale Review, November, 
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possess also the ability to take broad views of the plans 
necessary to bring together this demand and supply. 
He must be a constructive statesman in industry, capa- 
ble of forming large and far-reaching policies. 

In the third place, the further development of the 
" division of labor " has increased greatly the technical 
difficulty of undertaking. The undertaker must be a 
great engineer in economic matters, understanding how 
to utilize to the best advantage the highly developed 
skill of the laborer, the complex adjustment of the 
machinery and how to combine the two. 

Finally, the vast accumulation of modern capital, 
with the necessity of using large capital in these pro- 
ductive processes, make it essential for the modern en- 
trepreneur to be a great financier. He must know how 
to get the requisite capital under his control upon ad- 
vantageous terms, how to manage it economically and 
successfully, how to meet the payments of interest, how 
to avoid carrying unneccessary capital, how to preserve 
the confidence of the investor. 

Successful industry thus requires as never before 
genius in organization. Right organization is the factor 
in production which is of overshadowing importance. 
Labor and capital alike have come into a relation of 
actual dependence on undertaking ability. Mill's 
famous dictum that " industry is limited by capital " 
has relatively lost its significance and should be re- 
placed by another, " industry is limited by the organ- 
ising ability of the undertaker ". 

In spite of the higher standard of living to-day, there 
is practically no limit to the creation of capital. The 
limit to industry involved in scarcity of labor is 
likewise relatively remote because modern machinery 
and modern specialization have rendered labor man)'- 
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fold more efficient. It is in the scarcity of competent 
industrial leadership that is to be found the effective 
limit to the growth of industry. The costly wastes of 
our modern system are the wastes of misdirected pro- 
duction. The frequency and stubborn vitality of our 
latter day industrial depressions can be blamed only 
upon the lack of broad intelligence and sound judgment 
in the modern undertaker. The little undertaker, in 
possession of large capital and vast industrial oppor- 
tunity, is the curse of the present system. He plunges 
blindly into wrong lines of production, or he pushes his 
operations beyond the limits which real foresight would 
have enabled him to see. In his ruin he involves not 
only his own capitalists and laborers, but other pro- 
ductive organizations as well, and he shocks the confi- 
dence of investors generally, so that recovery from de- 
pression is excessively slow. 

The real function of the trust is to get rid of the 
weak entrepreneur'. It is the natural and spontaneous 
effort of a progressive industrial organization to get 
undertaking genius at its head which has produced the 
trust. The formation of tnists is a process of natural 
selection of the very highest order. 

Where competition is still active, the success of an 
industry depends on its control by an undertaker great 
in the qualities I have named ; in mercantile foresight, 
in statesmanlike ability to form the broad policies re- 
quired by the actual conditions of the world-market, in 
the technical skill necessary for the nice adjustment of 
highly specialized machinery and labor, in the financier- 
ing of vast capital. A mistake by him in the perform- 
ance of any one of these four functions may mean, if 
not immediate disaster, at least inferiority to his rival. 
Continued success here is in the hands of the greatest 
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leader. But this strenuous competition, this war to the 
death, while it pushes to the front the leader most 
capable, at the same time tends to consolidation. The 
fierceness of the competition, enhancing the wastes of 
production, compels the competitors to some form of 
combination and in this combination the control natu- 
rally passes to the strongest and most capable of the 
leaders. 

This is the selective process which was characteristic 
of the change from the individual to the corporate form 
of industrial organization. The gains which were 
possible under production on a large scale could be 
realized only so far as competent leadership of the large 
operations was developed and in this school of experi- 
ence the leaders were trained for the still higher work 
required. It is in the rivalry between combinations 
that the supreme effect of this process is seen. Having, 
as the head of a corporation, learned, as it were, to com- 
mand a brigade, the great entrepreneur develops the 
fitness to command a division or an army corps. 

The strength of the trust is that it gives the oppor- 
tunity for the exercise of these highest qualities of in- 
dustrial leadership. The process of forming the trust 
tends to put the ablest of the great undertakers at its 
head. For if not, then the really more capable man is 
not apt to remain quiescent, but breaks away to become 
a formidable rival again, a rivalry which at last gener- 
ally results in the supremacy of the stronger. In other 
words the persistence of the trust is dependent upon its 
securing and retaining the highest leadership. Mon- 
opoly of a machine will not long secure the trust, for a 
new machine is likely to be invented ; monopoly of 
franchise will not do it, for such a monopoly may be 
broken. The monopoly upon which the permanency of 
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trusts must chiefly rest is the monopoly of undertaking 
ability, a monopoly in its nature temporary and the re- 
sult of a competitive process. 

The test of the leader's ability will be found, in the 
last analysis, in benefits rendered to the community, i. e., 
in the securing of the greatest economics in production. 
Benefits to the community are not synonomous neces- 
sarily, as Adam Smith would have us believe, with low 
prices to consumers. The great body of laborers who 
want high wages protest against that doctrine, as do the 
investors of capital. Consumers of any product must be 
willing to let live as well as to live. Sufficient induce- 
ment must be allowed to prudent people to make it 
worth their while to create new capital, laborers must 
be induced to acquire skill and sterling character. In 
other words the successful management of legitimate 
industry means adequate wages and dividends, no less 
than lowered prices to consumers. It is the ability to 
maintain the proper balance between these three forces 
which will decide the ultimate fate of the trust as a 
form of industrial organization. The failure to do this 
inevitably lures new competition. In other words the 
monopoly is temporary. 

[ L A rapid historical survey will show the part which 
temporary monopoly has played in stimulating compe- 
tion to progressive effort. 

With a people naturally inclined to individual initia- 
tive the necessary condition of improvements in pro- 
duction is the prospect of large gain to the inventors of 
the improvements. With early agriculture, where 
natural opportunities were large and small capital was 
required, competition served to bring out the invention 
of better processes only as such competition was stimu- 

l The portion bracketed, pp. 167-173, was not read at the meeting. 
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lated by the monopoly of private property in the land. 
This monopoly was a legal one, created by the commu- 
nity to tempt progressive competition. When the gain 
from this monopoly tended through social growth to be- 
come permanent and an obstacle to further progress, a new 
motive to progress was found in commerce. The active 
competitive process there soon brought gains overshadow- 
ing the gains from land ownership, now grown passive, 
and Europe changed from a feudal to a commercial econ- 
omy. But this new competition was made effective only 
through the monopoly of the merchant guilds and 
monopolistic trading or colonial concessions. The 
rising manufactures were likewise built upon the 
monopolistic aid of the craft-guilds. 

The " Industrial Revolution" marks the next radical 
change and the chief condition of progress became the 
invention of better machines. The highest competitive 
activity was secured by patents. The principle of the 
patent is that a temporary monopoly tempts competi- 
tion in invention by securing extraordinary gains to the 
inventor. But these gains are only a small fraction of 
the gains secured by the community. 

The factory, brought about by the new machinery, 
was due partly to the monopolistic element of the 
patent law and partly to a certain tendency to monopoly 
in the necessity for large capital under single manage- 
ment — a result reached largely by the extension of the 
corporate form of organization. The old guild system 
was swept away, having become obstructive to progress, 
and was replaced by the factory system which broadened 
and intensified competition, although itself resting on 
certain elements of monopoly. Superinduced upon 
this change, before the new movement had worked itself 
fully out, came the revolution in transportation due to 
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the steam-engine. In stimulating this progress, mo- 
nopoly again played its r61e. The patent, the special 
franchise more or less exclusive, the government sub- 
sidy were all made use of to tempt competitors into the 
field. 

These processes — factory production and commerce 
organized upon the new system of transportation — have 
been working themselves out during our century. 
Everywnere competition has been made broader and 
deeper and everywhere this has been accomplished by 
the luring of enterprise through temporarily monopo- 
listic gains. 

Competition can be a benefit to society only when 
the competitor is so far secure in his possession of the 
gains resulting from his efforts that he is stimulated 
to the struggle. So much of egoism is in us still. 
Where individual control of land, of a trade route, of 
market rights in a town, of a right of way for a rail- 
road, of ownership in a machine, or of the right to 
concentrate sufficient capital for efficient production is 
necessary in order to bring out the full productive energy 
of individuals, society does well to secure to individuals 
that measure of such rights which will bring out this 
energy. Competition which allows the trespasser to 
oust the land owner, the burglar to rob the merchant, 
the commercial pirate to infringe on patent rights, or 
the fraudulent promoter to buy legislative concessions to 
wreck a well established railroad is destructive compe- 
tition, is in fact anarchy and obstructive of progress. 
Monopoly, up to the point where it tends to prevent 
improvement, is a stimulus to true competition. It 
tends to destroy wasteful competition and to promote 
well-planned and responsible competition. During the 
last half century it has become increasingly true that 
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organization on large lines is the essential of efficient 
production. This means concentration of large capitals 
and the highest ability in the management of produc- 
tive concerns. It is not tmiversally true but it is 
undeniably true in the majority of enterprises. Follow- 
ing this tendency, more and more the disposable capital 
of the community and of the world has become con- 
centrated. The movement in banking organization has 
been in the direction of concentration — either legal con- 
solidation or concentration of actual business operations. 
If law does not permit of formal legal consolidation, 
business consolidates itself, as the Clearing House sys- 
tem of this country illustrates. For the right conduct 
of enterprise, under these conditions, a selective process 
is needed which will put in control of productive oppor- 
tunity the men of genius. The trust furnishes such a 
selective process. The trust is successful so far as it 
succeeds in getting such men in control. This is not 
antagonistic to competition, it is a competitive process 
of the most notable sort. It preserves and stimulates 
the most active competition at the point in the pro- 
ductive organization where progress can result. It is 
the most powerful stimulus to call out the best energies 
of the able industrial leaders under conditions where 
industrial leadership is the most important factor in 
production. It is the climax of a long historical pro- 
cess which has pushed the individualistic peoples to the 
front in the world's industrial supremacy. The least 
that we should do in aid of this development is to allow 
free opportunity for combination — so long as the 
methods of combination are fair, clean and honorable. 
So far as the monopoly of machinery is concerned, our 
patent laws secure temporary monopoly to the combina- 
tion owning the particular machine and at the same 
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time tempt the competition of better machines. As to 
the monopoly involved in the necessity for the possession 
of vast capital by productive combinations, the problem 
is to safeguard the investor by securing in our banking 
and investment agencies able management and honest 
dealing. If this were done, ample competitive capital 
would be forthcoming as rapidly as needed. If this 
were done, freedom of combination would be the best 
safeguard to the investor, for it would aid the ablest in- 
dustrial leaders to secure control of all the capital they 
needed to extend their business to the most advantage- 
ous limit. 

There is another element of monopoly — that inherent 
in the growing relative limitation of industrial oppor- 
tunity as society becomes more compact. As popula- 
tion within a given area increases, the line of economic 
progress is toward relatively fewer distributing agencies, 
relatively fewer manufacturing concerns, relatively 
fewer transportation systems. There is here an element 
of permanent monopoly which requires control by the 
government in the interest of the community. This 
control is to be effected either by some system for gov- 
ernment supervision, by government regulation of price 
or by the taxing of a part of the profits into the public 
treasury. 

History has shown over and over again the social gain 
resulting from temporary monopoly in stimulating com- 
petitive improvement by appealing to the speculative 
instinct of able individuals. The temporary monopoly 
involved in the trust is the newest instance and it calls 
out the intensest competition among able entrepreneurs 
for the mastery of business, a mastery resting upon 
superior organization. There is, then, no need to re- 
strict the temporary monopolies involved in the trust. 
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As to the tendency to permanent monopoly discover- 
able in some lines of business, our experience furnishes 
us with two types of government regulation which have 
proved fairly successful and either of which may be 
applied, with some changes, to combinations — the 
bureau of the Comptroller of the Currency and the 
Interstate Commerce Commission. Both in banking 
and in railroading the growth of business has been 
steadily toward concentration. The banking laws have 
prevented consolidation of banks doing business over 
wide areas. The banks, through the Clearing House 
and their system of correspondents have actually con- 
centrated the banking business. This federative system 
of banking consolidation is in accord with our political 
ideals and is working itself out satisfactorily. The gov- 
ernment inspects the business and requires publicity. 
In spite of all the criticisms urged against the conduct 
of the Comptroller's office, it must be conceded that on 
the whole his work has been well done and that the ad- 
vantages of free and honest competition in banking have 
been secured to a reasonable degree, without preventing 
necessary consolidation. A possible method of dealing 
with the trusts might be modelled upon the National 
banking system. Combinations local in character could 
safely be left to local law and regulation. Combinations 
which in their operations affected the business of several 
states or of the whole country might be brought under 
a general federal law, upon the plan of the National 
Bank Act. Within the general limits of the law there 
should be freedom in the formation of local competing 
corporations and freedom in the formation of federa- 
tive agreements between these concerns, and even in 
actual consolidation. A Department of Commerce and 
Manufactures at Washington, needed also for other 
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reasons, might be created, charged with the duty of 
regulating the incorporation of these concerns, of in- 
specting their operations, of requiring reports and pub- 
lishing the facts. It is believed that such action would 
meet the requirements of the case with reasonable suc- 
cess. Ultimately it might be advisable to lay special 
taxes upon the profits if the power of the combinations 
became oppressive. 

The failures of the Interstate Commerce Law have 
been due to two chief causes. The law did not recog- 
nize the fact that consolidation is an inevitable tendency 
in railroad transportation and has been attempting the 
impossible in trying to suppress it. Secondly, the Inter- 
state Commerce Commission is a semi-judicial body and 
has aroused the jealousy of the United States Supreme 
Court, which has gradually stripped it of the powers 
which it was intended to exercise. Even so, however, it 
has accomplished much, largely through the publicity 
which it has required of the railroads, to secure uni- 
formity, fairness, and honesty in railroad business deal- 
ings. If the law, instead of prohibiting pooling, had 
charged the Commission with the duty of regulating 
pooling, much more might have been done to secure to 
the public the benefits of the monopoly inherent in the 
business. An extension of the scope of the Commission 
to include supervision of mercantile and industrial con- 
cerns doing an interstate business, would, if wisely 
planned and patiently carried out, furnish a workable 
solution of the trust problem.] 

The fundamental superiority of the trust is that it 
widens the opportunity to effect the economies essential 
to progress and tends to develop the ability to do this on 
the part of the managers of enterprises. Much of the 
hostility to combination is due to a mistaken view of 
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the true economic function of the trust. The managers 
of the trusts, that inner ring of control, who receive 
the unreasoning condemnation of the mass of the people, 
are in reality inventors of superior processes of produc- 
tion, and as such deserve special recognition no less 
than the patentees of new mechanical inventions. If 
they cannot secure reasonable returns for the benefits 
they confer upon the rest of the community they will 
not be stimulated to work out productive economies. A 
wise policy would not force them to illegitimate and 
dishonorable methods of securing their just rewards. 

This suggests the most sinister side to this develop- 
ment, the prevalence of oppressive and even fraudulent 
practices by the trusts and their corruptive influence in 
our political life. There is good reason, however, based 
upon historical evidence, for the belief that these evils are 
not inherent in the nature of the trust but are simply 
incidental to the changes involved in their formation. 
All pioneer work has a large element of roughness, 
violence and disorder. Take a specific instance — the 
period of great railroad development in this country a 
generation ago. In that rapid and bewildering trans- 
formation of our transportation system with its immense 
opportunities for speculative gains, practices were com- 
mon in the violent and fraudulent conduct of corporate 
elections, in the debauchery of our legislators and even 
judiciary, in the defiance of law and public order which 
have earned an unenviable fame for the unscrupulous 
ability of our railroad promoters. But enlightened 
public opinion is far severer to-day in its condemnation 
of those practices than it was a generation ago, and the 
management of those roads to-day is relatively conserva- 
tive, respectable and promotive of the general good. 

We need not condone the immoralities of our railroad 
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management. We can recognize, however, even among 
such a high-toned body of men as our college professors 
a certain prevalence of methods for securing appoint- 
ments, promotions and other advantages, which belong 
rather to political intriguers than to lovers of science. 
We should recognize further the essential injustice of 
expecting a higher sense of honor among business rivals 
than among the members of this profession. But the 
important fact is that business interests as well as a pro- 
gressive public conscience have worked toward improve- 
ment. This improvement has been marked in the de- 
velopment of our railroad enterprise. We may fairly 
expect the same improvement in the great industrial 
combinations as they settle into permanent organiza- 
tions. 

There is a peculiar significance in the fact that while 
combination is old, trusts are new and are especially the 
product of the new world. The reason is not far to 
seek. It is to be found in special conditions existing in 
America since European settlement here. Throughout 
our whole history there have existed here scarcity of 
labor, scarcity of capital and a population ambitious for 
a high standard of living. Satisfaction of these ambi- 
tions was obtainable only through a higher industrial 
intelligence. Our economic conditions placed a large 
premium on inventiveness and organizing skill. We 
have succeeded in applying machinery in production to 
an extent and with results not equalled elsewhere. 
Skillful organization has been developed in no less a 
degree. In fact the use of machinery on a large scale 
presupposes and requires a higher order of organizing 
ability. Our industrial leaders developed early in versa- 
tility, in acuteness, in the mastery of the practical 
expedients necessary to success. The qualities of the 
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American entrepeneur were the result of a long process 
of natural evolution. All that was wanted was scope 
for his energies. This opportunity was afforded by the 
industrial revolution and the superiority of the Ameri- 
can undertaker first showed itself in the development 
of the new means of transportation — the railroad system. 
In boldness and largeness of plan, in rapidity and suc- 
cess of achievement, the American railroad undertaker 
has led the world. The newest opportunity was that 
afforded by that extension of the possibilities of com- 
mercial and industrial organization which is summed 
up in the phrase — the world-market. The enlargement 
of the market makes a higher type of organization a 
necessity. The trust is the American solution of this 
problem. Its effectiveness is already becoming recog- 
nized abroad — recognized not only by observers but also 
by imitators. The wider the market, the more economies 
can be effected by organization, a principle already 
grasped by Adam Smith. It is upon this historic 
superiority in the capacity for organization that the future 
economic supremacy of America must rest. Protection 
is not the cause of trusts ; it is at the most only an inci- 
dental aid to their early formation. Their destruction 
would probably be the death blow to our hopes for in- 
dustrial leadership in the international struggle for future 
mastery. They are the most effective agencies yet de- 
vised for preventing the wastes of competitive produc- 
tion. What is needed is an enlightened public appre- 
ciation of the possibilities for good which they offer and 
the limitation of their possibilities for evil through calm 
and wise governmental regulation. 1 

1 For permission to publish Professor Sherwood's paper the Ameri- 
can Economic Association is indebted to the editors of The Yale Re- 
view, to whom it had been promised before the Council of the Asso- 
ciation directed the publication of all the papers read at the Twelfth 
Annual Meeting. 



